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SUBJECT: COFFEE: CONTACT GROUP AGREES ON ELEMENTS OF 
NEW AGREEMENT 

REF: LONDON 18152 

1. SUMMARY. AS REPORTED REFTEL, CONTACT GROUP ADJOURNED 
MONDAY MORNING DEADLOCKED ON ISSUES OF SHORTFALLS AND 
BASIC MARKET SHARES, WITH BRAZIL AND US MAJOR PROTAGO- 
NISTS. WHEN GROUP RETURNED FOR SCHEDULED 6:00 PM MEET- 
ING, EXECUTIVE DIRECTOR BELTRAO BEGAN FIVE HOURS OF 
INTENSIVE CONSULTATIONS WITH THE BRAZILIAN AND US 
DELEGATIONS SEPARATELY AND JOINTLY WHICH RESULTED IN 
COMPROMISE AGPEEMENT ON THESE KEY POINTS. ON BASIS 

OF COMPROMISE, COFFEE COUNCIL WILL NOW PROCEDE TO 
DRAFTING OF ARTICLES FOR AD REFERENDUM INTERNATIONAL 
COFFEE AGREEMENT OF 1975 (TO ENTER INTO FORCE OCTOBER 1, 
1976) AND SHOULD COMPLETE ITS WORK BY END OF WEEK. 

END SUMMARY. 

2. IN HIS CONSULTATIONS WITH USDEL, BELTRAO IDENTIFIED 
THE TWO MAJOR POINTS OF CONTENTION AS THE US PROPOSED 
ARTICLE TO DIRECTLY AND EXPLICITLY PENALIZE PRODUCERS 
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WHO FAILED TO DECLARE SHORTFALLS IN ADVANCE AND THE 
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BRAZILIAN FORMULA FOR THE DIVISION OF THE 30 PER CENT 
"VARIABLE PORTION" OF THE ANNUAL QUOTA BASED ON STOCKS 
WHICH WOULD GUARANTEE BRAZIL 50 PERCENT OF THE VARIABLE 
PORTION OR 15 PERCENT OF THE TOTAL ANNUAL QUOTA. HE 
ASKED WHETHER THE TWO ITEMS COULD BE TAKEN AS A PACKAGE 
AND IF HE COULD BE AUTHORIZED TO ATTEMPT TO WORK OUT 
A COMPROMISE. 

3. WE REPLIED THAT IN OUR VIEW THE TWO ISSUES WERE 
DIRECTLY INTER-RELATED. IN THE 1968 AGREEMENT, AN 
ARTIFICALLY HIGH QUOTA OF 38 PERCENT FOR BRAZIL HAD RE- 
SULTED IN "PAPER QUOTAS" AND THE LACK OF AN ADEQUATE 
UNDECLARED SHORTFALL PROVISION HAD LEFT BRAZIL FREE 

TO MANIPULATE THE MARKET BY BLOCKING THE REDISTRIBUTION 
OF ITS UNUSED QUOTA. IN THE MARKET SHARING FORMULA 
AS PROPOSED BY THE PRODUCERS, BRAZIL WOULD HAVE RE- 
CEIVED BETWEEN 33 AND 35 PERCENT OF ANNUAL QUOTA. AN 
AMOUNT WHICH COULD AGAIN RESULT IN PAPER QUOTAS UNLESS 
A MEANS WERE FOUND TO FORCE BRAZIL TO DECLARE ANTI- 
CIPATED SHORTFALLS AND PERMIT THEIR REDISTRIBUTION TO 
OTHER COUNTRIES WHO HAD COFFEE AVAILABLE TO SHIP. 

IF THE QUOTA FORMULA WERE MORE REALISTIC, OR FLEXIBLE, 

THE US WOULD BE LESS CONCERNED ABOUT PAPER QUOTAS AND 
UNDECLARED SHORTFALLS. THE US HAD NO WISH TO FORECLOSE 
BRAZIL FROM PRODUCING ANO SHIPPING A SUBSTANTIAL 
SHARE OF THE MARKET. 

4. AFTER CONSULTING THE BRAZILIANS, BELTRAO TOLD 
THE US DELEGATION THAT THE BRAZILIANS FELT IT WAS 
POLITICALLY IMPOSSIBLE FOR THEM TO ACCEPT AN EXPLICIT 
PENALTY PROVISION FOR UNDECLARED SHORTFALLS. HOWEVER, 
THEY COULD CONSIDER GETTING AT THE PROBLEM VIA A MORE 
FLEXIBLE QUOTA FORMULA. BELTRAO THEN PUT FORWARD HIS 
OWN PROPOSAL THAT THE MAXIMUM PORTION ANY ONE COUNTRY 
COULD SHARE IN THE 30 PER CENT VARIABLE PORTION OF THE 
ANNUAL QUOTA BE REDUCED FROM THE 50 PERCENT IN THE 
BRAZILIAN FORMULA TO 40 PERCENT (I.E. FROM 15 PERCENT 

OF TOTAL ANNUAL QUOTA TO 12 PERCENT). TO INTRODUCE 
FLEXIBILITY THE 40 PERCENT COULD BE MODIFIED UPWARD 
OR DOWNWARD BY THE COUNCIL ON A DISTRIBUTED TWO THIRDS 
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MAJORITY VOTE, IF IT WERE THOUGHT DESIRABLE IN A GIVEN 
YEAR TO INCREASE OR TO RESTRICT FURTHER BRAZIL'S 
SHARE. THIS FORMULA WOULD EFFECTIVELY REDUCE BRAZIL S 
POTENTIAL QUOTA FROM A RANGE OF 32 TO 35 PERCENT TO 
29 TO 32 PERCENT AND SHOULD ELIMINATE OR GREATLY REDUCE 
THE POSSIBILITY OF PAPER QUOTAS. BELTRAO ASKED THAT 
IN RETURN, THE U.S. AGREE TO DROP ITS INSISTANCE ON 
AN EXPLICIT PENALTY FOR UNDECLARED SHORTFALLS. THE 
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US DEL REQUESTED TIME TO THINK IT OVER AND CONSULT. 

5. WHEN CONSULTATIONS WITH BELTRAO RESUMED, THE US 
DEL STATED THAT THE BELTRAO PROPOSED QUOTA FORMULA 
WENT A GOOD WAY TOWARD REDUCING THE POTENTIAL FOR 
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PAPER QUOTAS. THE US WAS PREPARED TO DROP ITS RESIS- 
TANCE ON EXPLICIT PENALTIES FOR UNDECLARED SHORTFALLS 
BUT STILL NEEDED AN EXPLICIT OBLIGATION TO DECLARE 
ANTICIPATED SHORTFALLS AND A MEANS FOR ADJUSTING QUOTA 
LEVELS TO TAKE UNDECLARED SHORTFALLS INTO ACCOUNT. 

6. AT THIS POINT, BELTRAO CALLED IN BRAZILIAN DELE- 
GATION AND THE TWO DELEGATIONS SAT DOWN TO WORK PROBLEM 
OUT. 

7. WHAT EMEREED WAS A PACKAGE UNDER WHICH: (A) AN 
ARTICLE DEFINING SHORTFALLS AS THE DIFFERENCE BETWEEN 
QUOTA ENTITLEMENTS AND ACTUAL EXPORTS AND REQUIRING 
EXPORTERS TO DECLARE SHORTFALLS SO THEY MAY BE DIS 
TRIBUTED TO OTHERS ABLE AND WILLING TO EXPORT (DECLAR- 
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ATIONS ARE REWARDED BUT NO PENALTY IS SPECIFIED FOR 
FAILURE TO DO SO); (B) PROVISION THAT COMPLIANCE 
WITH FOREGOINE SHOULD BE ONE OF THE CRITERIA TAKEN INTO 
ACCOUNT IN THE SETTING OF TOTAL ANNUAL EXPORT QUOTAS; 
AND (C) THE AFOREMENTIONED 40 PERCENT LIMITATION ON 
COUNTABLE STOCKS. THIS PACKAGE. TOGETHER WITH THE 
PROVISION FOR ENTRY INTO FORCE WITHOUT QUOTAS AND 
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FOR BLOWING QUOTAS IN SUBSEQUENT TIGHT MARKET SITUA- 
TIONS, WILL PROVIDE CONSIDERABLE CONSUMER PROTECTION. 

RICHARDSON 
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